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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10 Q
X

Quarterly report pursuant to Section 13 or 15 (d) of the Securities Exchange Act of 1934

For the quarter ended March 31. 2006
Or

___ Transition report pursuant to Section 13 or 15 (d) of the Securities Exchange Act of 1934

For the transition period for to

Commission File Number 1-14588

Northeast Bancorp

(Exact name of registrant as specified in its charter)

Maine 01-042506
(State or other jurisdiction of incorporation or (I.R.S. Employer Identification No.)
organization)
500 Canal Street, Lewiston, Maine 04240
(Address of Principal executive offices) (Zip Code)

(207) 786-3245

Registrant's telephone number, including area code

Not Applicable

Former name, former address and former fiscal year, if changed since last
report.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
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required to file such reports), and (2) has been subjected to such filing requirements for the past 90 days. Yes X No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of "accelerated filer and large accelerated filer" in Rule 12b-2 of the Exchange Act. (Check One):

Large Accelerated Filer ____ Accelerated Filer ___ Non-accelerated Filer _X

Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Exchange Act).
Yes_ No X

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date. As of May

10, 2006, the registrant had outstanding 2,444,132 shares of common stock, $1.00 stated value per share.
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Item 6. Exhibits

PART 1 - FINANCIAL INFORMATION
Item 1. Financial Statements

NORTHEAST BANCORP AND SUBSIDIARIES
Consolidated Balance Sheets
(Unaudited)

Assets
Cash and due from banks
Interest bearing deposits
Federal Home Loan Bank overnight deposits
Total cash and cash equivalents

Available for sale securities, at market value
Loans held for sale

Loans receivable
Less allowance for loan losses
Net loans

Premises and equipment, net
Acquired assets - net
Accrued interest receivable - loans
Accrued interest receivable - investments
FHLB and FRB stock, at cost
Goodwill
Intangible assets, net of accumulated amortization of $2,299,802 at 03/31/06
and $2,125,536 at 6/30/05
Bank owned life insurance (BOLI)
Other assets
Total assets

Liabilities and Stockholders' Equity

Liabilities:
Deposits
Demand
NOW
Money market
Regular savings
Brokered time deposits
Certificates of deposit
Total deposits

FHLB advances
Obigation under capital lease agreement
Other borrowings
Securities sold under repurchase agreements
Junior subordinated notes issued to affiliated trusts
Other liabilities
Total liabilities

Commitments and contingent liabilities

Stockholders' equity

March 31, 2006
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June 30, 2005

$ 8,955,777 $ 9254312
1,103,138 1,063,923
630.000 3.555.000
10,688,915 13,873,235
83,491,515 74,345,938
358,350 318,850
437,080,384 461,052,388
5.447.000 5.104.000
431,633,384 455,948,388
7,545,519 4,507,114
264 88,646
2,037,687 2,039,682
640,309 515,207
7,104,000 7,050,000
407,897 407,897
1,986,427 2,160,693
8,809,686 8,563,475
6.332.340 6.081.207

$ 561,036,293

$ 575,900,332

$ 37,765,765 $ 39,854,720
62,075,860 64,386,939
9,670,606 17,142,325
27,271,209 29,807,392
42,560,812 70,424,426
204.052.393 174.602.920
383,396,645 396,218,722
82,092,885 86,197,602
2,812,046 -
59,086 220,105
33,759,935 33,379,412
16,496,000 16,496,000
3.117.065 3.518918
521,733,662 536,030,759
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Preferred stock, cumulative, $1 par value, 1,000,000 shares authorized

and none issued and outstanding - -
Common stock, at stated value, 15,000,000 shares authorized; 2,444,132 and 2,519,832

shares issued and outstanding at March 31, 2006 and June 30, 2005,

respectively 2,444,132 2,519,832
Additional paid in capital 4,653,268 6,530,836
Retained earnings 33,799,011 31,489,092
Accumulated other comprehensive loss (1.593.780) (670.187)
Total stockholders' equity 39.302.631 39.869.573
Total liabilities and stockholders' equity $ 561,036,293 $ 575,900,332
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NORTHEAST BANCORP AND SUBSIDIARIES
Consolidated Statements of Income

(Unaudited)
Three Months Ended
March 31,
2006 2005
Interest and dividend income:
Interest on loans $ 7,635,409 $ 7,428,522
Interest on FHLB overnight deposits 3,389 20,060
Interest on fed funds sold - 4,719
Interest and dividends on available for sale securities 869,736 607,857
Dividends on FHLB and FRB stock 92,628 71,617
Other interest income 9.617 3.397
Total interest and dividend income 8,610,779 8,136,172
Interest expense:
Deposits 2,808,774 2,175,502
Repurchase agreements 251,767 112,369
FHLB advances 819,227 967,432
Obligation under capital lease agreement 35,064 -
Other borrowings 1,962 2,865
Junior subordinated notes 264.548 249.286
Total interest expense 4.181.342 3.507.454
Net interest income before provision for loan
losses 4,429,437 4,628,718
Provision for loan losses 325.356 400,554
Net interest income after provision for loan losses 4,104,081 4,228,164
Noninterest income:
Fees and service charges on loans 89,128 176,975
Fees for other services to customers 261,950 267,063
Net securities gains 1,683 40,771
Gain on trading activities - 138
Gain on sales of loans 46,927 57,887
Investment commissions 492,082 318,914
Insurance commissions 711,747 544,702
BOLI income 91,123 84,013
Other income 149.836 120,111
Total noninterest income 1,844,476 1,610,574
Noninterest expense:
Salaries and employee benefits 2,797,359 2,486,952
Occupancy expense 478,938 371,818
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Equipment expense
Intangible assets amortization

Other

Income before income taxes
Income tax expense

Earnings per common share:
Basic
Diluted

Interest and dividend income:
Interest on loans

Total noninterest expense

Net income

Net interest margin

Net interest spread

Return on average assets (annualized)
Return on average equity (annualized)
Efficiency ratio

NORTHEAST BANCORP AND SUBSIDIARIES
Consolidated Statements of Income
(Unaudited)

Interest on FHLB overnight deposits

Interest on fed funds sold

Interest and dividends on available for sale securities
Dividends on FHLB and FRB stock

Other interest income

Interest expense:
Deposits

Total interest and dividend income

Repurchase agreements

FHLB advances

Obligation under capital lease agreement

Other borrowings

Junior subordinated notes

Provision for loan losses

Noninterest income:

Total interest expense

Net interest income before provision for loan
losses

Net interest income after provision for loan
losses

Fees and service charges on loans
Fees for other services to customers

Net securities gains

Loss on trading activities
Gain on sales of loans

316,578 292,612
66,762 97,736
1.032.572 954.630
4.692.209 4.203.748
1,256,348 1,634,990
382.607 520.625
$ 873,741 $ 1,114,365
$ 0.35 $ 0.44
$ 0.35 $ 0.44
3.37% 3.49%
2.94% 3.13%
0.63% 0.80%
8.80% 11.57%
75% 67%
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Nine Months Ended
March 31,
2006 2005
$ 23,306,553 $ 21,458,879
58,476 40,306
6,724 4,719
2,402,957 1,957,962
257,729 188,290
24,063 6.192
26,056,502 23,656,348
8,093,243 6,251,473
636,407 293,071
2,541,479 2,843,365
95,518 -
3,277 13,308
792.950 831.492
12.162.874 10.232.709
13,893,628 13,423,639
925.964 1.000.675
12,967,664 12,422,964
459,214 390,439
837,983 759,241
11,450 79,862
- 21
214,235 168,427
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Investment commissions
Insurance commissions
BOLI income
Other income
Total noninterest income

Noninterest expense:
Salaries and employee benefits
Occupancy expense
Equipment expense
Intangible assets amortization
Other
Total noninterest expense

Income before income taxes
Income tax expense

Net income

Earnings per common share:
Basic
Diluted

Net interest margin
Net interest spread

Return on average assets (annualized)
Return on average equity (annualized)

Efficiency ratio

Balance at June 30, 2004

Net income for nine months ended 3/31/05

Other comprehensive income net of tax:
Net unrealized gains on
investments
available for sale, net of
reclassification
adjustment
Total comprehensive income

Dividends on common stock at $0.27 per share

Purchase of 30,000 shares of Company stock

Common stock issued in connection with
employee benefit and stock option
plan

Balance at March 31, 2005

1,210,837 1,153,675
1,524,568 1,017,980
274,310 244,106
419.417 388.655
4,952,014 4,202,364
7,908,937 7,151,413
1,262,218 1,027,272
1,086,189 834,711
174,266 218,870
3.103.519 3.259.652
13.535.129 12491918
4,384,549 4,133,410
1.397.515 1.298.047
$ 2,987,034 $ 2,835,363
$ 1.19 $ 1.13
$ 1.17 $ 1.11
3.42% 3.38%
3.09% 3.12%
0.70% 0.68%
9.82% 9.85%
72% 71%
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NORTHEAST BANCORP AND SUBIDIARIES
Consolidated Statements of Changes in Stockholders' Equity
Nine Months Ended March 31, 2006 and 2005
(Unaudited)
Accumulated
Additional Other
Common Paid-in Retained  Comprehensive
Stock Capital Earnings  _Income (Loss) Total
$ 2525416 $ 6,943,894 $ 28,380,678  $ (1,396,968) $ 36,453,020
- - 2,835,363 - 2,835,363
- - - 265,500 265.500
- - - - 3,100,863
- - (681,275) - (681,275)
(30,000) (540,000) - - (570,000)
27.416 207.103 - - 234519
$ 2,522,832 $ 6,610,997 $ 30,534,766  $ (1,131,468) $ 38,537,127
$ 2,519,832 $ 6,530,836 $ 31,489,092 $ (670,187) $ 39,869,573

Balance at June 30, 2005

6
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Net income for nine months ended 3/31/06 - - 2,987,034 - 2,987,034
Other comprehensive loss net of tax:

Net unrealized losses on

investments

available for sale, net of

reclassification

adjustment - - - (923,593) (923.593)

Total comprehensive income 2,063,441
Dividends on common stock at $0.27 per share - - (677,115) - (677,115)
Purchase of 90,200 shares of Company stock (90,200) (2,052,050) - - (2,142,250)
Common stock issued in connection with

employee benefit and stock option

plan 14.500 174.482 - - 188.982

Balance at March 31, 2006 $ 2,444,132 $ 4,653,268 $ 33,799,011  $ (1,593,780) $ 39,302,631
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NORTHEAST BANCORP AND SUBSIDIARIES
Consolidated Statements of Cash Flows
(Unaudited)
Nine Months Ended
March 31,

2006 2005
Cash provided by operating activities: $ 3,306,704 $ 3,713,359
Cash flows from investing activities:
Federal Reserve stock purchased (54,000) (405,500)
Available for sale securities purchased (17,802,139) (22,040,838)
Available for sale securities matured 6,774,941 12,526,526

Available for sale securities sold 739,480 968,300

Net change in loans 23,734,922 (27,792,953)
Net capital expenditures (950,416) (850,627)
Proceeds from sale of premises and equipment - 481,794
Proceeds from sale of acquired assets 242,842 368,980
Real estate held for investment sold - 8,465
Purchase of retirement annuity - (900,000)
Acquisition of business - (993.469)
Net cash provided by (used in) investing activities 12,685,630 (38,629,322)
Cash flows from financing activities:

Net change in deposits (12,822,077) 23,504,665
Net change in repurchase agreements 380,523 3,965,282
Dividends paid (677,115) (681,275)
Proceeds from stock issuance 188,982 234,519
Company stock repurchased (2,142,250) (570,000)
Advances from the Federal Home Loan Bank 80,000,000 45,500,000
Net repayments on Federal Home Loan Bank (84,104,717) (38,356,879)
Net advances (repayments) on Federal Home Loan Bank

overnight advances - (3,434,000)
Proceeds from issuance of Junior Subordinated Notes - 10,310,000
Repayment of Junior Subordinated Notes - (7.394.849)
Net cash (used in) provided by financing activities (19.176.654) 33.077.463
Net decrease in cash and cash equivalents (3,184,320) (1,838,500)
Cash and cash equivalents, beginning of period 13.873.235 14.647.785
Cash and cash equivalents, end of period $ 10,688,915 $ 12,809,285
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Cash and cash equivalents include cash on hand, amounts due
from banks, and interest bearing deposits.

Supplemental schedule of noncash activities:
Net change in valuation for unrealized gains/losses, net of tax,

on available for sale securities (923,593) 265,500
Net transfer from loans to acquired assets 161,800 468,657
Assumption of debt from Solon-Anson Insurance Agency

acquisition - 683,104
Deferred tax liability related to Solon-Anson acquisition - 450,877
Capital lease asset and related obligation 2,892,702 -
Security settlement due to broker 352,209 -
Reclassified from loan loss allowance to off-balance sheet

credit risk reserve 204,086

Supplemental disclosure of cash paid during the period for:
Income taxes paid, net of refunds 1,950,561 1,411,222
Interest paid 11,594,687 9,742,076
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NORTHEAST BANCORP AND SUBSIDIARIES
Notes to Consolidated Financial Statements
March 31, 2006

1. Basis of Presentation

The accompanying unaudited condensed and consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America for interim financial information and with
the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the
information and footnotes required by accounting principles generally accepted in the United States of America for
complete financial statements. In the opinion of management, the accompanying consolidated financial statements
contain all adjustments (consisting principally of normal recurring accruals) considered necessary for a fair
presentation of the Company's financial position at March 31, 2006, the results of operations for the three and nine
month periods ended March 31, 2006 and 2005, the changes in stockholders' equity for the nine months ended March
31, 2006 and 2005, and the cash flows for the nine months ended March 31, 2006 and 2005. Operating results for the
nine-month period ended March 31, 2006 are not necessarily indicative of the results that may be expected for the
fiscal year ending June 30, 2006. For further information, refer to the audited consolidated financial statements and
footnotes thereto for the fiscal year ended June 30, 2005 included in the Company's Annual Report on Form 10-K.
Certain June 30, 2005 amounts have been reclassified to be consistent with the March 31, 2006 financial statements.

2. _Junior Subordinated Notes

NBN Capital Trust IT and III were created in December 2003 and NBN Capital Trust IV was created December 2004.
Each such trust is a Delaware statutory trust (together, the "Private Trusts"). The exclusive purpose of the Private
Trusts was (i) issuing and selling Common Securities and Preferred Securities in a private placement offering, (ii)
using the proceeds of the sale of the Private Trust Preferred Securities to acquire Junior Subordinated Deferrable
Interest Notes ("Junior Subordinated Notes"); and (iii) engaging only in those other activities necessary, convenient,
or incidental thereto. Accordingly the Junior Subordinated Notes are the sole assets of each of the Private Trusts.

The following table summarizes the junior subordinated notes issued by the Company to each affiliated trust and the
trust preferred and common securities issued by each affiliated trust. Amounts include the junior subordinated notes
acquired by the affiliated trusts from us with the capital contributed by us in exchange for the common securities of

such trust. The trust preferred securities were sold in two separate private placement offerings. The company has the
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right to redeem the junior subordinated notes, in whole or in part, on or after March 30, 2009 for NBN Capital Trust 11
and III, and on or after February 23, 2010, for NBN Capital Trust IV at the redemption price specified in the Indenture
plus accrued but unpaid interest to the redemption date.

Affiliated Trusts

Trust
Preferred
Securities

Common Securities

Junior
Subordinated
Notes

Interest Rate

Maturity Date
NBN Capital Trust I
$ 3,000,000
$ 93,000
$ 3,093,000
7.76%
March 30, 2009

NBN Capital Trust I1I
3,000,000
93,000
3,093,000
6.50%

March 30, 2009

NBN Capital Trust IV
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February 23, 2010

Total

10.000.000
310,000

10.310.000

5.88

R

$ 16,000,000
$ 496,000
$ 16,496,000

6.35%

NBN Capital Trust II pays a variable rate based on three month LIBOR, NBN Capital Trust III pays a 6.50% fixed
rate until March 30, 2009 when the rate changes to a variable rate based on three month LIBOR, and NBN Capital
Trust IV pays a 5.88% fixed rate until February 23, 2010 when the rate changes to a variable rate based on three
month LIBOR. Accordingly, the Preferred Securities of the Private Trusts currently pay quarterly distributions at an
annual rate of 7.76% for the stated liquidation amount of $1,000 per Preferred Security for NBN Capital Trust II, an
annual rate of 6.50% for the stated liquidation amount of $1,000 per Preferred Security for NBN Capital Trust III and
an annual rate of 5.88% for the state liquidation amount of $1,000 per Preferred Security for NBN Capital Trust I'V.
The Company has fully and unconditionally guaranteed all of the obligations of each trust. The guaranty covers the
quarterly distributions and payments on liquidation or redemption of the Private Trust Preferred Securities, but only to
the extent of funds held by the trusts. Based on the current rates, the annual interest expense is approximately

$1,047,290.

3. Loans

The following is a summary of the composition of loans at:

Residential real estate

Commercial real estate

Construction

Commercial

Consumer & Other
Total

Net Deferred Costs
Total Loans

March 31. 2006

$ 148,343,999

June 30. 2005
$ 148,840,093

120,527,286 125,898,821
6,209,413 12,201,353
51,569,403 68,715,530
107.973.876 102,864,902
434,623,977 458,520,699
2.456.407 2.531.689

$ 437,080,384

$ 461,052,388

Page 9
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4. Allowance for L.oan Losses

The following is an analysis of transactions in the allowance for loan losses:

Balance at beginning of period

Add provision charged to operations
Reclassified to off-balance sheet credit risk
reserve

Recoveries on loans previously charged off

Less loans charged off
Balance at end of period

5. Securities

Nine months Ended

March 31,
2006 2005

$ 5,104,000 $ 4,577,000
925,964 1,000,675
(204,086) --
137.941 111.106
5,963,819 5,688,781
516.819 751.781

$ 5,447,000 $ 4,937,000

Securities available for sale at cost and approximate market values and maturities are summarized below:

Debt securities issued by U. S. Government-
sponsored enterprises

Corporate bonds

Municipal Bonds

Mortgage-backed securities

Equity securities

Due in one year or less

Due after one year through five years

Due after five years through ten years

Due after ten years

Mortgage-backed securities (including
securities with interest rates ranging from
4.0% to 6.4% maturing November 2007 to
September 2032)

Equity securities

March 31. 2006

June 30. 2005

Market Market
Cost Value Cost Value
$ 26,266,982 $ 25,446,820 $ 26,271,307 $ 25,762,186
500,000 484,510 500,000 493,085
10,132,794 10,011,655 - -
46,985,792 45,542,323 46,647,228 46,153,494
2.020.765 2.006.207 1.942.837 1.937.173
$ 85,906,333 $ 83,491,515 $ 75,361,372 $ 74,345,938
March 31, 2006 June 30. 2005
Market Market
Cost Value Cost Value
$ 4,000,000 $ 3,932,560 $ - $ -
18,385,669 17,764,147 22,392,126 21,926,260
2,989,895 2,926,120 2,988,653 2,978,520
11,524,212 11,320,158 1,390,528 1,350,491
46,985,792 45,542,323 46,647,228 46,153,494
2.020.765 2.006.207 1.942.837 1.937.173
$ 85,906,333 $ 83,491,515 $ 75,361,372 $ 74,345,938
Page 10
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6. Advances from the Federal Home [.oan Bank
A summary of borrowings from the Federal Home Loan Bank is as follows:

March 31. 2006

Principal
Amounts
Interest
Rates
Maturity Dates
For Periods
Ending March 31,
$ 43,826,065
2.22% - 5.55%
2007
26,266,820
2.68% - 5.68%
2008
5,000,000
4.88%
2009
4,000,000
4.50% - 4.81%
2011
3.000.000
4.99%
2012
$ 82,092,885

12
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June 30. 2005

Maturity Dates

Principal Interest For Periods
Amounts Rates Ending June 30.
$ 49,309,004 2.08% - 6.79% 2006
13,831,915 2.22% - 3.57% 2007
16,056,683 2.68% - 5.68% 2008
7.000.000 4.50% - 4.99% 2011
$ 86,197,602

The Federal Home Loan Bank has the option to call $27,500,000 and $22,000,000 of the outstanding advances for the
periods ending March 31, 2006 and June 30, 2005, respectively. The options are continuously callable quarterly until
maturity.

Page 11

7. Stock Option Plans

Northeast Bancorp grants "incentive stock options" only to employees of the Company, and grants "nonqualified stock
options" to employees and non-employee directors. All options granted under these plans are required to have an
exercise price per share equal to at least the fair market value per share of common stock on the date the option is
granted. Under Accounting Principle Board Opinion No. 25, no compensation expense is recognized on the grants
issued to employees if the exercise price of the option is greater than or equal to the fair market value of the
underlying stock on the date of grant. Generally, options issued under the plan vest immediately upon being granted.

The Company has elected to present in the notes of the consolidated financial statements the impact to net income and
earnings per share of estimating the fair value of each option on the date of grant using the Black-Scholes
option-pricing model. No options were granted during the nine months ended March 31, 2006. The Company has
elected to continue to disclose in the notes to the consolidated financial statements under SFAS 148, Accounting for
Stock-Based Compensation - Transition and Disclosure, an amendment of SFAS 123. If the Company had determined
the cost for its stock options based on the fair value method at the grant date under SFAS 123, Accounting for
Stock-Based Compensation, the Company's pro forma net income and earnings per share for the nine months ended
March 31, 2006 and 2005 would have been the amounts shown below. The Company has adopted SFAS 123R which
requires the fair value method be used to account for stock based compensation and the recognition of the fair value of
stock options as compensation expense in the financial statements effective after July 1, 2005.

For the Three Months For the Nine Months

Ended March 31 Ended March 31

2006 2005 2006 2005
Net Income as reported $ 873,741 $ 1,114,365 $ 2,987,034 $ 2,835,363
Deduct: Total stock-based compensation
expense determined under fair value based
method for all awards, net of related tax effects - 1.509 - 1.509
Pro forma net income $ 873,741 $ 1,112,856 $2,987,034 $ 2,833,854
Earnings per share

Basic - as reported $ 035 $ 0.44 $ 1.19 $ 1.13

13
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Basic - pro forma $ 035 $ 0.44 $ 1.19 $ 1.13
Diluted - as reported $ 035 $ 0.44 $ 1.17 $ 1.11
Diluted - pro forma $ 035 $ 0.44 $ 1.17 $ 1.11

8. Capital Lease

The principal executive and administrative offices of the Company and the Bank were relocated to 500 Canal Street,
Lewiston, Maine ("Headquarters Building") from 158 Court Street, Auburn, Maine in August, 2005. The Bank entered
into a 15 year lease with respect to the Headquarters Building and moved our principal executive and administrative
offices to this four story building located in downtown Lewiston along with consolidating our operations, loan
processing and underwriting, loan servicing, accounting, human resources, and commercial lending departments. We
lease the entire building, a total of 27,000 square feet. For the first ten years of the lease the annual payments are
$264,000. Since the present value of the lease payments exceeded 90% of the fair value of the property, we recorded a
capital lease of $2,892,702 in Premises and Equipment and an Obligation under Capital Lease Agreement with the
Company's other long-term debt. The capital lease asset is being amortized over the lease term.
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Item 2. Management's Discussion and Analysis of Results of Operations and Financial Condition

This Management's Discussion and Analysis of Results of Operations and Financial Condition presents a review of
the results of operations for the three and nine months ended March 31, 2006 and 2005 and the financial condition at
March 31, 2006 and June 30, 2005. This discussion and analysis is intended to assist in understanding the results of
operations and financial condition of Northeast Bancorp and its wholly-owned subsidiary, Northeast Bank.
Accordingly, this section should be read in conjunction with the consolidated financial statements and the related
notes and other statistical information contained herein. See Form 10-K dated as of June 30, 2005 for discussion of the
critical accounting policies of the Company.

A Note about Forward Looking Statements

This report contains certain "forward-looking statements" within the meaning of federal securities law Section 27A of
the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, such as statements relating to our
financial condition, prospective results of operations, future performance or expectations, plans, objectives, prospects,
loan loss reserve adequacy, simulation of changes in interest rates, capital spending and finance sources, and revenue
sources. These statements relate to expectations concerning matters that are not historical facts. Accordingly,
statements that are based on management's projections, estimates, assumptions, and judgments constitute
forward-looking statements. These forward looking statements, which are based on various assumptions (some of
which are beyond the Company's control), may be identified by reference to a future period or periods, or by the use

non non

of forward-looking terminology such as "believe", "expect", "estimate", "anticipate”, "continue", "plan",
" n " "

"approximately", "intend", "objective", "goal", "project", or other similar terms or variations on those terms, or the
future or conditional verbs such as "will", "may", "should", "could", and "would". In addition, the Company may from
time to time make such oral or written "forward-looking statements" in future filings with the Securities and Exchange
Commission (including exhibits thereto), in its reports to shareholders, and in other communications made by or with

the approval of the Company.

Such forward-looking statements reflect our current views and expectations based largely on information currently
available to our management, and on our current expectations, assumptions, plans, estimates, judgments, and
projections about our business and our industry, and they involve inherent risks and uncertainties. Although we
believe that these forward-looking statements are based on reasonable estimates and assumptions, they are not
guarantees of future performance and are subject to known and unknown risks, uncertainties, contingencies, and other
factors. Accordingly, we can not give you any assurance that our expectations will in fact occur or that our estimates
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or assumptions will be correct. We caution you that actual results could differ materially from those expressed or
implied by such forward-looking statements due to a variety of factors, including, but not limited to, those related to
the economic environment, particularly in the market areas in which the Company operates, competitive products and
pricing, fiscal and monetary policies of the U.S. Government, changes in government regulations affecting financial
institutions, including regulatory fees and capital requirements, changes in prevailing interest rates, acquisitions and
the integration of acquired businesses, credit risk management, asset/liability management, changes in technology,
changes in the securities markets, the availability of and the costs associated with sources of liquidity and properly
managing and operating our insurance agency. Accordingly, investors and others are cautioned not to place undue
reliance on such forward-looking statements. For a more complete discussion of certain risks and uncertainties
affecting the Company, please see "Item 1. Business - Forward-Looking Statements and Risk Factors" set forth in our
Form 10-K for the fiscal year ended June 30, 2005. These forward-looking statements speak only as of the date of this
report and we do not undertake any obligation to update or revise any of these forward-looking statements to reflect
events or circumstances occurring after the date of this report or to reflect the occurrence of unanticipated events.

Overview of Operations

This Overview is intended to provide a context for the following Management's Discussion and Analysis of the
Results of Operations and Financial Condition. Management's Discussion and Analysis of the Results of Operations
and Financial Condition should be read in conjunction with our unaudited consolidated financial statements, including
the notes there to, in this quarterly report on Form 10-Q, as well as our audited consolidated financial statements for
the year ended June 30, 2005 as filed on Form 10-K with the SEC. We have attempted to identify the most important
matters on which our management focuses in evaluating our financial condition and operating performance and the
short-term and long-term opportunities, challenges, and risks (including material trends and uncertainties) which we
face. We also discuss the action we are taking to address these opportunities, challenges, and risks. The Overview is
not intended as a summary of, or a substitute for review of, Management's Discussion and Analysis of the Results of
Operations and Financial Condition. For comparative purposes, certain amounts have been reclassified to conform to
the current-year presentation. The reclassifications had no impact on net income.

Northeast Bank is faced with two challenges: growing earning assets and improving net interest margins.

Earning assets have declined compared to June 30, 2005. This decrease is primarily attributable to the intense
competition for commercial real estate and small commercial loans. We believe that our competitors are not pricing or
structuring new transactions for risk. We have chosen to fully reflect risk in our pricing and not to compromise our
underwriting standards. In addition, we have tightened our credit underwriting standards due to a perceived weakness
in commercial real estate values in our market, an increase in non-performing loans, an increase in criticized loans
(based on our internal rating system), and an increase in loan delinquency.

Consequently, there has been a decrease in commercial real estate and commercial loan originations. We expect an
overall decrease in commercial real estate and commercial loan originations for the fiscal year ending June 30, 2006
compared to fiscal 2005. The excess cash from the decrease in loans has been used to purchase mortgage-backed and
municipal securities.

Non-performing loans have increased each quarter since June 30, 2005 to $8,226,000 for the quarter ended March 31,
2006. The balance at March 31, 2006 included $2.2 million of loans that were current and paying as agreed and one
workout loan of $2.9 million which was re-negotiated in April, 2006. Management believes that the allowance for
loan loss is adequate, under present conditions, for credit risk associated with these loans.

Year-to-date, the repricing of prime rate indexed loans, both consumer and commercial, has kept our yields increasing
faster than the cost of interest-bearing liabilities, improving our net interest margin. As with loans, there is intense
competition for new deposit relationships. We have increased the interest rates for certificates of deposits to compete
with banks in our market. The increase in the cost of interest-bearing liabilities is expected to continue to exceed the
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increase in yields on earning assets, which occurred over the quarter ended March 31, 2006. Improving the net interest
margin will be difficult if increases in prime rate stop, and if the flat yield curve persists.

Opportunities that will improve non-interest income include the continued expansion of the wealth management
division of our trust department increasing trust fees, expansion of the investment brokerage division increasing
commission revenue, and continued increase in sales of commercial and consumer property and casualty insurance
policies increasing commission revenue and the potential expansion of Northeast Bank Insurance Agency, Inc. into
southern Maine.

Description of Operations

Northeast Bancorp (the "Company") is a Maine corporation and a bank holding company registered with the Federal
Reserve Bank of Boston ("FRB") under the Bank Holding Company Act of 1956. The FRB is the primary regulator of
the Company and it supervises and examines our activities on a continual basis. The Company also is a registered
Maine financial institution holding company under Maine law and is subject to regulation and examination by the
Superintendent of Maine Bureau of Financial Institutions. We conduct business from our headquarters in Lewiston,
Maine and, as of March 31, 2006, we had 13 banking offices and eight insurance offices all located in western and
south-central Maine. At March 31, 2006, we had consolidated assets of $561.0 million and consolidated stockholders'
equity of $39.3 million.

The Company's principal asset is all the capital stock of Northeast Bank (the "Bank"), a Maine state-chartered
universal bank. Accordingly, the Company's results of operations are primarily dependent on the results of the
operations of the Bank. The Bank's 13 offices are located in Auburn, Augusta, Bethel, Brunswick, Buckfield,
Falmouth, Harrison, Lewiston (2), Lisbon Falls, Mechanic Falls, Portland, and South Paris, Maine. The Bank's
investment brokerage division operates from the office in Falmouth, Maine from which investment, insurance and
financial planning products and services are offered.

The Bank has entered into an agreement on February 8, 2006 to sell the deposits net certain loans of approximately
$10 million from its Lisbon Falls branch to Androscoggin Savings Bank of Lewiston, Maine, and then close the
Lisbon Falls branch. Regulatory approval was received. The sale is scheduled to close on May 19, 2006. This
transaction is not expected to have a negative impact on the Bank's operating results in future periods. The Bank will
receive a premium of 5.5% on the deposits transferred to Androscoggin Savings Bank, subject to certain limitations.
The Bank will replace the transferred deposits with the purchase of brokered certificates of deposit. The deposit sale
and branch closing will allow us to focus our branch expansion opportunities where there is more robust household
growth. The costs of exiting the Lisbon Falls market are not material. There is no impairment to be recognized for the
Lisbon Falls branch building.

The Bank's wholly owned subsidiary, Northeast Bank Insurance Group Inc. (formerly known as Northeast Financial
Services Corporation), acquired 100% of the outstanding stock of Solon-Anson Insurance Agency, Inc.
("Solon-Anson"), headquartered in Rangeley, Maine on September 29, 2004. Effective April 1, 2005, Solon-Anson
Insurance Agency was merged with Northeast Bank Insurance Group Inc. In addition to the agency office in
Rangeley, seven insurance agency offices are located in Anson, Auburn, Augusta, Bethel, Jackman, Mexico, and
South Paris, Maine. All of our insurance offices offer personal and commercial property and casualty insurance
products. See Note 6 in our June 30, 2005 consolidated financial statements for more information on this transaction.

Page 14
Bank Strategy

The principal business of the Bank consists of attracting deposits from the general public and applying those funds to
originate or acquire residential mortgage loans, commercial loans, commercial real estate loans, and a variety of
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consumer, indirect auto and indirect recreational vehicle loans. The Bank sells from time to time fixed rate residential
mortgage loans into the secondary market. The Bank also invests in mortgage-backed securities, securities issued by
United States government sponsored enterprises, corporate and municipal securities. The Bank's profitability depends
primarily on net interest income, which is the difference between interest income earned from interest-earning assets
(i.e. loans and investments) and interest expense incurred on interest-bearing liabilities (i.e. customer deposits and
borrowed funds). The relative balances of interest-earning assets and interest-bearing liabilities, and the rates paid on
these balances affect net interest income. The Bank also emphasizes the growth of non-interest sources of income
from investment and insurance brokerage, trust management, and financial planning to reduce its dependency on net
interest income.

Our goal is to continue modest but profitable growth by increasing our loan and deposit market share in our existing
markets in western and south-central Maine, closely managing the yields on earning assets and rates on
interest-bearing liabilities, introducing new financial products and services, increasing the number of bank services
sold to each household, increasing non-interest income from expanded trust services, investment and insurance
brokerage services, and controlling the growth of non-interest expenses. It also is part of our business strategy to make
targeted acquisitions in our current market areas from time to time when opportunities present themselves. Also, in an
effort to more efficiently manage the Bank's operations, the Bank consolidated its operations into a new headquarters
building in Lewiston, Maine in August 2005.

The Company's profitability is affected by the Bank's interest rate spread, which is the difference between the average
yield earned on its interest-earning assets and the average rate paid on its interest-bearing liabilities. Net interest
income continues to be our largest source of revenue, and is affected by the level of interest rates, changes in interest
rates and by changes in the amount and composition of interest-earning assets and interest-bearing liabilities. The
level of the provision for loan losses, non-interest income and expenses of the Company and the Bank, and the
effective tax rate also affect profitability. Non-interest income consists primarily of loan and deposit service fees;
trust, investment brokerage and insurance brokerage fees; and gains on the sales of loans and investments.
Non-interest expenses consist of salaries and employee benefits, occupancy related expenses, deposit insurance
premiums paid to the FDIC, and other operating expenses, which include advertising, computer services, supplies,
telecommunication, and postage expenses.

Results of Operations

Comparison of the Three and Nine Months ended March 31, 2006 and 2005
General

The Company reported consolidated net income of $873,741, or $0.35 per diluted share, for the three months ended
March 31, 2006 compared with $1,114,365, or $0.44 per diluted share, for the three months ended March 31, 2005, an
decrease of $240,624, or 22%. Net intere